Part Ill. Administrative, Procedural, and Miscellaneous

Request for Comments on
Procedures Relating to Voluntary
and Involuntary Changes in Method
of Accounting

Notice 96-40

This notice invites public commen on
possibe changes to Rev. Proc 92-20,
1992-1 C.B 685, which provides the
generd procedures for a taxpaye to
change a methal of accounting These
changes may include (1) adding proce-
dures for changes in methal of account-
ing mack by the district director as part
of an examinatim and by an appeals
officer as part of a settlement and (2)
revising some of the existing procedures
to better achieve promp voluntay com-
pliance with prope tax accountirg prin-
ciples.

BACKGROUND
Section 446(e) of the Internd Rev-

payes may reques a change during the
first 90 days after contad for examina-
tion, but will then receive terns and
conditiors less favorabke than those
available if they had requestel a change
prior to such contact Othe taxpayers
requestirg a change during certain other
available window periods receive terms
and conditiors no less favorabk than
those available if they had requesteal the
change prior to contad for examination.
Taxpayes that are required by the dis-
trict director to change their methal of
accountig as part of an examination
receive the least favorabk ternms and
conditions.

In addition Revz. Proc 92-20 gene-
ally provides less favorabk terms and
conditiors for changes from a “Cat-
egoly A method of accountirg than
from a “Categoy B method” A Cat-
egoly A methal is any metha that is
specifically not permitted by the Code,
regulations or a decision of the Su-

ente Coce and § 1.446-1(e) of the preme Cout or any methd that differs
Incone Tax Regulatios state that ex- from a methal that is specifically re-
cept as otherwie provided a taxpayer quired by any of these authorities A
mug secure the consert of the Commis- Categoy B methal is any metha that

siona before changiy a methal of
accountirg for federd income tax pur-
poses.

is not a Categoy Amethod.

The Service also has provided a num-
ber of procedures for taxpayes to obtain

Section  1.446-1(e)(3)(ii) authorizes 5 1omatc consert to change certain

the Commissioneto prescribe adminis-
trative procedures setting forth the terms
and conditiors unde which taxpayers
will be permitted to change a methal of
accounting The terms and conditions
the Commissionemay prescrike include
the taxabk yea for which the change in
methal of accountirg is effective and
the taxabke year or years in which a
§ 481(a) adjustmen is taken into ac-
count.

Rev. Proc 92-20 sets forth the gen-
era procedures unde 8§ 1.446-1(e) for
obtaining the consert of the Commis-
sione to change a methal of account-
ing. Rev. Proc 92-20 uses a gradation
of incentives to encourag promp vol-
untary compliance Unde this approach,
taxpayes that voluntarily file a request
to change prior to being contacted for
an examinatiom of their income tax
returrs receive the mod favorabke terms
and conditions One@ contacted for an
examination taxpayes are generally
precluded from requestig a change
withou the consen of the district direc-
tor. Howeve, sone taxpayes that have
been contacted for examinatim may
requeg a change during certain “win-
dow periods? Fa example certain tax-

method of accounting Taxpayes com-
plying with these procedures are deemed
to haw obtained the consert of the
Commissioneto change their metha of
accounting.

REQUESF@R PUBLC COMMENT

Rev. Proc 92-20 provides no guid-
ance on changes in methal of account-
ing mack by the district director on
examination or by an appeab officer in
a settlement In addition the Service
and Treasuy are evaluatig whether
using window periods and characterizing
a methal of accountirg as a Categoy A
or B methal are effective in encourag-
ing promg voluntay compliance Ac-
cordingly, the Serviee and Treasuy re-
gued commens on possibe changes to
Resz. Proc 92-20 including, but not
limited to, the following:

(1) Wha are the consequencs to the
Serviee and the taxpaye when the dis-
trict director, as part of an examination,
or an appeabk officer, as part of a
settlement makes an adjustmen that
involves a metha of accounting For
example unde wha circumstances does
such an adjustmen constitue a change
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in methal of accountirg imposal by the
Serviee (e.g, only if the adjustment
includes a § 481(a) adjustmentp When
does such a change becone final €.,
when the taxpaye agrees to assessment
of the tax, when the period of limita-
tions for filing a claim for refurd ex-
pires, or at sone other point)? Wha are
the effects of such a change on taxable
years for which a retum has been filed
and taxabk years for which a retum has
not yet been filed?

(2) Are the various window periods of
Rev. Proc 92-20 effective in encourag-
ing promg voluntay compliane with
prope tax accountirg principles? If not,
what alternatives shoud the Service
consider?

(3) Shoul the distinction between
Categoy Aand Categoy B method of
accountirg be modified or eliminated? If
so, wha alternatives should the Service
consider?

(4) Shout the Servie provide auto-
matic consert procedures for more ac-
countig methal change® If so, for
wha changes?

Taxpayes may submi commensg in
writing to:

Internd Revene Service

Attt CC:DOM:CORP{IA-Branch

7, Roan 5228).

P.Q Bax 7604

Ben Frankln Station

Washington D.C 20044.

Alternativel, taxpayes may submit
commens$ electronically via the IRS
Internd site at:

http://www.irs.ustreas.gov/prod/
tax_regs/comments.html.

All commens should be received by
Septembe 30, 1996. The comments
submitted will be available for public
inspection and copying.

DRAFTIGINFORMIION

The principa autha of this notice is
Robet Testdf of the Cffice of Assistant
Chid Counsé (Income Tax & Account-
ing). Fa furthe informatian regarding
this notice, contad Mr. Testdf on (202)
622-4960 (not a toll-free call).




